DCD 7600. 7-M

CHAPTER 19
DOD- W DE AUDI T PROCESS

A. PURPCSE

This chapter provides policy 3uidance,_estab|ishes procedures, and delineates
responsibilities for planning and performng DoD-wide audits.

B. APPLICABILITY

The policies and procedures outlined in this chapter apply to the Arny Audit
A%en%; the Naval Audit Service; the Air Force Audit Agency; and the Office of
the Assistant Inspector General. for Auditing (oaic-awp), Ofice of the Inspector
General, Department of Defense (o1G, pob) (hereafter referred to collectively as
"DoD central internal audit organizations”).

C. IDEFINITIONS

1. Service Audit Organizations. The Mlitary Departnents’ central internal
zAiudlt)organl zations (Arny Audit Agency, Naval. Audit Service, and Air Force Audit
gency) .

X Ig Service Awitors General. The Auditors General. of the Amy, Navy, and
I Force.

3. Audit Chiefs’ Council. The Council iS composed of the Inspector Ceneral,
Department of Defense (TG DoD); the Service Auditors General: the Assistant
Inspector General for Auditing (alG-aup); the Assistant Inspector General for
Audit Policy and Oversight (aic-apo); and the Director, Defense Contract Audit
Agency (DCAA). The IG, DOD, is the chairperson of the Audit Chiefs’ Council.

D.  POLICY

1. poD-wide audits shall be perforned in accordance with Governnent auditing
standards issued by the Comptroller General of the United States and paD internal.
audi ting standards contained in Chapter 2 of this Mnual.

2. Applicable criteria shall be established and followed i n identifying and
selecting poD programs, systems, and functions for DoD-wide audit coverage.

3. Ccomon audit objectives and standard apgroach shal | be used so that an
overal | evaluation of the audit subject may be made and a sumary DoD-wide audi t
report may be prepared.

4. DOD-wi de audit procedures shall contain the necessary managenent controls
to ensure that effective centralized direction and coordination of the audit is

mai ntai ned throughout the audit process. Effective managenment controls i nclude
the fol [ ow ng:

| a. Setting uniformaudit start and completion dates to ensure that DoD-
Wi de audits are accomplished i n a responsive and tinely mnner,
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b. Performng reviews and approvals at applicable audit mlestones.

c. Coordinating and monitoring audit performance on a continuing basis
to make sure audit objectives are being acconplished effectively and efficiently.

5. The DoD central audit organizations shall be responsible for accom
plishing the MD-wide audit objectives within established timeframes and for
processing the audit results within their respective areas of primary
jurisdiction.

E. BACRGROUND

1. Audits of mmjor peD prograns, systens, and functions performed jointly
b;/< the bab central internal audit organizations are known as Dob-wide audits.
| XD-wi de audits are authorized and supported by the 1G DoD, for the follow ng

purposes:

a. | XD-wide audits allow for prompt response to high priority requests
for canprehensive audit coverage.

b, “The Inspector General Act of 1978" (reference (a)) requires
particular attention be given to the activities of the Mlitary Department
audit organizations with a view toward avoiding duplication and ensuring
effective coordination and cooperation. One way to acconplish this is through
joint planning and performance of Dab-wide audits by the bo central |nternalg
audi t organi zations.

€. Successful accomplishment Of DoD-wide audits denonstrates that the
activities of the Departnment’s internal audit organizations can be effectively

coordi nated and channel ed toward neeting common ODjectives in support of the DaD
audit m ssion.

2. DoD-wide awdits i nherently are nore complex to performand control than
audits performed by a single audit organization. The intent of this chapter is
to make the DaD-wide audit programa nmore formal and structured process to
accamplish the intended purpose. Proper subjects that warrant DoD-wide coOverage
need to be identified, and DoD-wide audits need to he managed closely f ran start
to finish. This inplies that semeone must be in charge and have the authority to
carry out designated responsibilities.

F. SELECTION OF DOD-WIDE AUDI TS

1. Planning Concept. Being responsive t0 requests for audit coverage by b
and/or Service off icials is a key to the success of the Da-wide audit process.
When possible, sufficient lead time should be anti for incorporating DoD-wide
audits into the normal planning processes of the DoD central internal audit
organi zations. The audit planning process nust be flexible to accomodat e quick-
reaction or tine-sensitive mtters. There may be cases when the annual audit
plans developed Dy the DoD central internal audit organizations nay have to be
adj usted to accomodate a higher priority request for DoD-wide audit coverage.

2. Selection Criteria. Audit subjects selected for Do-wide audit coverage
general |y shall have the tollowng attributes:
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a. The audit area IS requested or suggested by the Secretaries of
Defense or the Mlitary Departnents, the Deputy Secretary of Defense, the Under
Secretaries of Defense, the Assistant Secretaries of Defense, the Heads of
Def ense Agencies, the |G Dpa, or the Services Auditors General.

b. The required audit.coveraPe or time constraints are such that the
resources of all paD central internal audit organizations are required.

~C. Te audit candi dates address nmjor DoD |SSsues, prograns, and
functions that involve the Mlitary Departnents wth special enphasis on prograns
that are directed centrally or managed at the pm | evel.

~d. The audit proposals center on a single policy issue or functional
benefit and are “high payoff and/or visibility” issues making it worth while to
do on a DaD-wide basls.

_ e. The audit Scope i S narrow enough SO that a draft sumary DoD wi de
audit report may be issued no later than 9 to 12 months after starting the audit
execution phase.

Audit subjects that do not neet the criteria in paragraphs F. 2a. through
F.2.e., above, shal| be perforned by the GIG-RUD on an inter-Service basis or
accomplished | ndividually by the Service audit organizations.

3. Audit Suggestions. Procedures shall be established by each applicable
audit organizatton for rdentifying and eval uating candi dates for DoD-wide audits
fram suggestions received from Office of the Secretary of Defense (osp)
managenent of f icials and f ran other high-|evel sources such as the President’s
Counci| on Integrity and Efficiency (ecre). Evaluations of audit topics shall
highlight and explain the purpose and benefits a DeD-wide audit may provide.

4. Audit Proposals and Format. The Service audit organizations may submit
suggestions for DoD-wide audits. Audit proposals submitted shall be in the
following fact sheet format:

a. Title

b. Functional. Area

c. Background

d. Prior Audit Coverage

e. Audit Objectives and Scope

f. Criteria

g. Reason for Project and Coverage
h. Specific Issues

i. Potential Benefits

The enclosure provides a description of each data el enent.
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5. Data Consolidation. Because the OAIG-AUD IS in a unique position toO
eval uate the need for a DOD-wide audit and its feasibility, it shall accumlate
suggestions for DOD-wide audit topics. The GAIG-AUD shall also consolidate the
I ndi vidual audit proposals and fact sheets, and distribute the package to members
of the audit Chiefs’ Council for evaluation and cement. The OAIG-AUD shal |
coordinate material to be presented to the Audit Chiefs’ Council wth the
QIG-AP0 Who prepares the agenda for Council| meetings.

6. Prelimnary Planning and Selection. During regularly schedul ed meetings,
the Audit Chief s= CounciT shalT review and discuss DoD-wide audit proposals.
Recommendations shal | be developed as to the disposition of each audit proposal;
e.g., either approved, reﬂ]ected, further researched, or accomplished as an
Interservice audit by the OAIG-AuD. Based on recommendat ons from members of the
Audit Chief s’ Council, the IG b, shall select those audit proposals requiring
further research bK the pab central internal audit or?ani zations. The |G D,
al so shall make the final selection and approval of all DoD-wide audits, includ-
Ing designation of a |ead awdit organization, participants, and starting dates
for survey work. Problems such as a lack of funding for temporary duty travel
needed to Bartm pate in the audit, shall be brought to the attention of the |G
DD, t0 enable resolution of the matter or a decision on other alternatives.

G DOD-WDE AUDI T PERFORMANCE

1. Responsibilities

a. The lead audit organization shall have the overall responsibility and
authpri.t% for directing, coordinating, and nonitoring DOD-w de audits f ran start
to finish. Additionally, the |ead audit organization shall:

(1) Performan audit survey and participate in the audit “go” or
"no-go" deci sion making process after conpletion of the awdit survey work by the
other participating audit organizations.

- (2) Accomplish audit objectives and process audit results within its
area of primary jurisdiction.

(3) Prepare a conprehensive summary report on the results of each
DoD-wide audit.

_ b. The partici pati.nglnop central internal avdit organizations, wthin
their areas of primary jurisdiction, shall:

(1) Performan audit survey and accomplish the audit objectives.
(2) Prepare draft and final reports for management comments.

~ (3) submit copies of draft and final reports to the lead audit
or gani zat i on.

. (4) Provide any agreed to summarization or other data needed by the
| ead audit organization in preparation of the summary report.
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2. Project Initiation

a. The 1G, bab, shall i1ssue a menmorandumto the applicable 0sD
off icials, Service Secretaries, or Heads of Defense Agencies announcing the
schedul ed DOD-w de audit effort. The announcenment nenorandum shal | include the
survey start date, audit objectives, and scope of the audit effort.

~ b, The participating pob central internal audit organizations shall
provide the lead audit organization with the nane of the individual designated
to manage the awdit effort for their agency.

c. Ajoint ﬁlanning meeting wth the various representatives f ran each
audit organization shall be scheduled by the |ead audit organization represen-
tative apout 2 months before the planned start of the survey by any of the Do
central audit organizations. The purpose of the meeting shall be to discuss and
reach agreement on common Survey objectives and scope, selection of adit Sites
and ooverage, audit resources and techniques to be used (e.g., use of statistical

sampling), and uniform Start and/or completion dates. The |ead audit
organi zation representative also shall:

| (1) Docunment and distribute to all participants the results of the
pl anning nmeeting and the agreed-upon survey objectives and scope, |evel of
effort, auwdit approach, and mlestone dates.

- (2) Prepare a nmenmorandum fran the lead audit organization to nenbers
Pe Audit Chiefs” Council outlining the results of the planning neeting and
|

f
i ghting any issues requiring resolution before initiating the audit survey.

or i
hi gh

d. Effective preplanning is a critical and essential element to the
successful . accomplistment of a DoD-wide audit. Before the expenditure of audit
resources, the Audit Chief s Council shall approve the fol | ow ng:

(1) Survey objectives and scope.

(2) Selection of audit survey sites and coverage.
(3)  Nunmber of auditor days planned.

(4 Audit approach.

(5 Uniform start and/or conpletion dates.

3. Survey Phase

a. The |ead aud it organization representative shall prepare the survey
program (s) for audit sites wthin the [ead audit organization's area of prinary
jurisdiction. Survey prograns prepared by the participating audit organizations
shal | be reviewed and approved by the |ead audit organization representative to
ngﬁe sure that the survey prograns are sufficiently uniform and adequately
address:

| (1) The audit nmanagement issues approved by the Audit Chiefs’
Counci| as outlined in subparagraphs G 2.d. (1) through G 2.d. (5) , above.
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(2) The desired |evel of standardization needed anong the DD

central internal audit organizations to ensure an overall conclusion is made on
each survey objective.

b. The lead audit organization representative shall inordinate and

nmonitor the survey efforts of the b central internal audit organizations.
Effective coordination and monitorship of the audit survey phase shall include
the followng activities:

(1) Conducting periodic nmeetings with representatives f ran each of
the participating organizations. The attendees shall review audit progress and
| eads, identify the need for any nodifications to planned awdit work, and refine
audit mlestone dates.

~(2) Making periodic field visits to audit sites managed by the DD
central internal audit organizations. The purpose of field visits shall be to
review audit |eads and exchange information.

(3) Resolving problems that may occur during the awdit survey phase.

~ (4) Documenting and retaining wth the audit working papers a
description of the efforts to coordinate and nonitor the Dob-wide audit survey.

C. After completion of audit survey work, the |ead auwdit organi zation
representative shall convene a neeting to finalize the audit approach, m | estone
dates, and mandatory objectives for the MD-w de awdit, The other participating
audi t organizations may propose additional audit objectives. The rationale for
adding nmore audit objectives and the inpact on dates for completing t he DoD-wide
audit shall be explained and docunented. The |ead audit organization
representative shall:

_ (1) Docunent and distribute to all participants the results of the
audit survey and the agreed-upon audit execution objectives and scope, selection
of audit sites and coverage, audit resources to be used (e.g., level of effort),
audit approach, and m | estone dates.

(2) Brief the Audit Chiefs’ Council on the audit survey results and
expected advantages and di sadvantages of doing the Dob-wide audit. The briefing
shal | include a recommendation for a “go” or “no-go” decision for continuing the
effort as a DoD-w de audit.

_ d. The IG b, shall approve the continuation of the DoD-wide audit
into the execution phase based on recommendations f ran nmenbers of the Audit
Chiefs’ Council|. Approval al so shall be given to the follow ng:

(1) Audit execution objectives and scope.

(2) Selection of audit sites and coverage.

(3) Number of auditor days planned.

(

3)
4) audit approach.
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(5) uUniform start and/or conpletion dates.

|f the audit IS discontinued as a bod-wide audit effort, the subject matter shall
be considered for awdit coverage as individual audits, as applicable.

4. Adit Execution Phase

a. The |G Db, shall issue a nemorandum to applicable OSD officials and
the Service Secretaries announcing any significant changes to the original audit
objectives. \Were the |ead audit organization is not already the ocaIG-aup, then
that organization shall prepare a draft menmorandum explaining the change(s) and
forward it to the oarG-aup for the necessary action.

b. The lead audit organization representative shall prepare the audit
guide (s) for audit sites within the |ead audit organization's area of primry
jurisdiction. Audit gui des prepared by the participating pad central internal
audit organi zations shall be reviewed and approved by the |ead audit organization
representative to make sure that the audit(s) are sufficiently uniformand

adequately address:

| (1) The audit management | Ssues approved by the awdit Chiefs’
Counci| as outlined in subparagraphs G 3.4. (1) through G 3.d. (5), above.

~ (2) The desired scoPe of audit needed anong the participating audit
oLgan|zat|ons to ensure an overal| conclusion is nade on each mandatory
obj ecti ve.

c. Uneven audit coverage may lead to the msconception that problems
exi st in one organization and not in another. To avoid this, the |ead audit
organization representative shall coordinate and nonitor the activities of the
participating audit organizations to include the follow ng:

(1) Conducting Periodic in-process review nmeetings wth key
representatives f ran each of the participating audit organizations. The
attendees shal|l review audit progress: identify probable conclusions; identify
éhe need for any modifications to planned audit work; and refine audit mlestone
at es.

(2) Convening and/or attending periodic workshops.

~ (3) Making periodic field visits to audit sites managed by the
participating audit organizations. The purpose of field visits shall be to
review audit leads, draft findings and supporting working papers, and exchange
information.

(4) Resolving problens that may occur during the audit process.

~(5) Docunenting and retaining with the audit working papers a
description of the efforts nmade to coordinate and nonitor the DoD-wide audit.

d. The |lead audit organization representative shall prepare periodic

status reports (i.e., monthly, quarterly) for coordinating and nonitoring the
DaD-wide audit. The audit control point fram each of the participating audit
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organi zations shall provide information and data needed by the |ead audit

organi zation for preparing the status reﬁort. The Dob-wide audit status reports
shal| be initiated and updated before schedul ed neetings of the Audit Chiefs’
Counci| and shall be included in read-ahead material provi ded to Council menbers.
The status reports shall contain the followng informtion:

(1) Progress on accomplishing the audit objectives.
(2) synopsis of tentative findings and conditions being devel oped.
(3) Potential recommendations to 0sD and/or Service management.

~(4) Significant conditions that may hanper the accomplistment Of the
approved objectives.

(5) Needed revisions to audit m/lestone dates.

e. The Audit Chief s’ Council neetings shall he a forumfor review ng the
status of DoD-w de audits in process and for resolving significant issues.

f. The tentative nature of all draft findings and recommendations shal l
be observed, and due care shall be taken when sharing Information anmong the
DoD central internal audit organizations on the tentative results of audit.
The tentative results of audit shall not be released to any individual or orga-
nization external to the participating audit organizations unless expressed
permssion is provided by the originating audit organization.

5. Audit Reporting Phase

a. On conpletion of the audit execution phase, the participating audit
organi zations shall prepare and issue draft reports through normal reporting
channels. Al audit reports must contain conclusions on each mandatory awdit
obj ective. Copies of all draft and subsequent final reports i Ssued by the
participating audit organizations shall be provided to the |lead audit organi za-
tion representative. The [ead organization shall exercise care in handlin? and
di scussing audit findings of a draft nature from anot her Component, and shal |l

awai t managenent replies to draft audit findings before completing the summary
audit report.

. b. Reports i Sssued by and other information obtained f ran the partici-
pating audit organizations shall be used to prepare a canprehensive sumary

report for the osp-level nanagenment revi ew and comment. The sumary DoD-w de
audit report shall contain the follow ng:

(1) Statenment on the purpose, objectives, and scope of the audit.

, | (2) Summary of audit results on each of the mandatory audit
obj ect ives and concl usions.

(3) Recommendations and supporting findings.
c. To expedite and facilitate the preparation of the draft sumary

DaD-wide audit report, it may not be necessary to wait until comand replies are
received on each finding and recommendation in individual draft reports i ssued by
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the pod central internal audit organizations. This is primarily relevant to
audit 1ssues that may have little or no inpact on the draft sumary DoD-wide
audit report. To the extent possible, the draft audit reports prepared by the
Service audit organizations and the draft sumary DoD-wide audit report shoul d be

prepatred In parallel to expedite the release of the final suwmary MD-w de audit
report.

d. Before issuing the draft summary DeoD-wide audit report to osD
management for review and coment, the draft report shall be furnished to the
participating awdit organizations. The audit organizations shall:

(1) Point out any areas of disagreenent wth facts, conclusions,
and/or recommendations.

(2) Be prepared to support the conclusions and any specific
statements on their respective organizations.

e. The draft and final sumary DaD-wide audit report shall be signed by
the |G DaD.

f. In cases where an audit report i S not considered necessary (e.g.,
where the Service audit organization merely gathers information for subm ssion
to the lead organization), participating awdit organizations shall keep their
respective Canponents advised of the information provided and how it may be used.

H FoLLowP AND RESCLUTION

1. The 16, pab, Wi || be responsible for assisting in the audit f ollowsp and
resol ution process affecting the summary DaD-wide audit report in accordance wth
procedures specif | ed in DoDDirective 7650. 3 (reference (p) ) . .

2. The participating audit organizations shall assist in the audit followup

and resolution process affecting the audit reports | ssued within their respective
jurisdictions as specified in reference (p).
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DaD 7600.7-M
(Encl)

DOD-WIDE AUDI T FACT SHEET

A TITLE o# AUDIT
B. FUNCTIONAL AREA

This section should list one or more of the 34 functional area designations
out| | nOelzd in Chapter 16 of this Manual that best describes the area(s) to be
cover ed.

C. BACKGROUND

A brief untechnical description of the subject area selected for audit
shoul d be added to the background section. The description should include

se Of the subject area, the roles and responsihilities of the DoD and the
g'érrp\?fce rranagers,J Size and Scope of the sul%] ect area, and reasons I?%r tﬂe audi t

proposals; i.e., high-level interest, required and/or requested. The background
should be [imted to tw paragraphs.

D PRIOR ADDI T OOVERAGE

~List and describe previous and ongoi ng audit coverage by the DD central
internal audit organizations and the @0 to include audit réport references and

dates. Describe the scope and results of recently completed Or ongoing audits.

E. AUDI T aBJIECTIVES AND SCOPE

1. This is the nost inportant part of the fact sheet. The objectives need
to describe clearly and succinctly what the audit teans shal| eval uate. The
obj ectives nmust be doable within the audit survey and execution period. Two or
three specific objectives are all that should be |isted depending on the nunber
of locations to be included in the scope Of the audit. The objectives shoul d be
structured so that they specifically may be addressed during the audit.

2. The objectives and scope shoul d be tailored to the type of audit being
proposed. Required and requested audit proposals specifically should be designed
to meet the objectives of the tasking. Self-initiated audits shoul d be designed
to provide effective coverage of subjects for which the Service audit organiza-
tions have primary responsibility in accordance with o Crcular No. A-73 and
Db Directive 7600.2 (references (b) and (k)).

3. The statenent on the scope of audit shoul d sumarize the subject area
and the primary operating activities; e.g., procurement Of initial spares at, four

maj or buying commands, i npl ementation of internal controls by the Defense
Personnel Support Center, etc.

F.  CRITERIA

This section shall show the criteria that the awit teamshall use to
eval uate the subject area; e.g., pob policy, Drectives, Instructions, Federal
Acqui sition Regulations, etc.
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G. REASON FOR COVERAGE

This section shall display a brief recap of the prior sections; e.g., the
proposed audit project was requested by a Service client (specify); the subject
area is significant and of high interest to the Congress, the @B, the Secretary
of Defense, the |G Dob; and the subject area has not been adequately and/or
recent|y covered. In this section, state any other reasons for propoSing the
audit project.

H  IDENTIFICATION OF SPECIFIC | SSUES

In this section, the major issues and/or problemareas that are related to
the subject area of the proposed audit project should be described; e.g.,
Campetitive Procurement, Contracting Qut, Internal Control, Test and Eval uation,
| ndependent Research and Devel opnent, etc.

|, POTENTIAL BENEFI TS

This section shall include a description of anticipated benefits such as
budget savi n?s, cost avoi dances, stronger internal controls, compliance Wth
applicable laws and regul ations, manpower reductions, and inprovement of program

results. These descriptions shall parallel the stated audit objectives and
| SSues.
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